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[d (e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capltal

[d (f) Statement of Changes in Liabilities Subordmated to Claims of Creditors.
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() Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.
(i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.
(i) A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-3 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule {5¢3-3. ' P
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Grant Thornton &

Accountants and Business Advisors

REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

To the Board of Directors of
Development Corporation for Israel

We have audited the accompanying statement of financial condition of Development Corporation for Israel
as of December 31, 2003. This financial statement is the responsibility of the Company’s management.
Our responsibility is to express an opinion on this financial statement based on our audit. '

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standatrds require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statement is free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statement. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audit provides a reasonable basis
for our opinion.

In our opinion, the financial statement referred to above presents fairly, in all material respects, the financial

position of Development Corporation for Israel as of December 31, 2003, in conformity with accounting
principles generally accepted in the United States of America.

Gond Uwrdo UFP

New York, New York
January 27, 2004

60 Broad Street

- New York, NY 10004

T 212.422.,1000
F 212.422.0144
© W www.grantthornton.com




Development Corporation for Israel
STATEMENT OF FINANCIAL CONDITION

December 31, 2003

ASSETS
Cash and cash equivalents
Securities owned
Prepaid pension cost
Furniture, equipment and leasehold improvements, at cost,

less accumulated depreciation and amortization of $2,355,076
Other assets

LIABILITIES AND STOCKHOLDER’S EQUITY
Liabilities
Accounts payable, accrued expenses and other liabilities
Defertred income taxes

Commitments (Note E)

Subordinated note payable
Stockholder’s eqﬁity

The accompanying notes are an integral part of this statement.

$ 5,138,996
139,589
2,361,881

2,157,349
549 518

$10,347,333

$ 3,193,831
744 500

3938331

4,100,000
2,309,002
$10.347.333




Development Corporation for Israel
NOTES TO STATEMENT OF FINANCIAL CONDITION

December 31, 2003

NOTE A - ORGANIZATION AND SUMMARY OF SIGNIFICANT

ACCOUNTING POLICIES

Development Corporation for Israel (the “Company”) is a registered broker-dealer that serves as
underwriter in the United States of America for the sale of State of Israel Bonds (the “Bonds™) on a
best-efforts basis. The Company’s revenue is contingent on its continuation as underwriter and marketer
for the Bonds. The underwriting agreements provide for a commission to be received on all bonds sold.

1.

Foreign Currency

Transactions denominated in foreign currency are translated into U.S: dollars based on exchange
rates in effect at the dates of the transactions. Cash denominated in foreign cutrency amounts is
translated into U.S. dollars based on the exchange rates in effect at the end of the period.

Furniture, Equipment and Leasehold Improvements

Depteciation and amortization are provided for in amounts sufficient to relate the cost of
depreciable assets to operations over their estimated service lives. The straight-line method of

~depreciation/amortization is followed for all assets for financial reporting.

Securities Transactions
Transactions in securities owned are recorded on a trade-date basis.
Securities Owned

Securities listed on a securities exchange for which market quotations are available are valued at the
last quoted sales price on the last business day of the period.

Cash and Cash Equivalents

Included in cash and cash equivalents are investments in money market funds which are readily
convertible to cash.




Development Corporation for Israel
NOTES TO STATEMENT OF FINANCIAL CONDITION (continued)

December 31, 2003

NOTE A (continued)
6. Use of Estimates
The preparation of financial statements in conformity with accounting principles generally accepted
in the United States of America requires management to make estimates and assumptions in

determining the reported amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the financial statement. Actual results could differ from those estimates.

NOTE B - SECURITIES OWNED

_ At December 31, 2003, the investments consist of the following:

Stock investments (cost $109,337) $134,189
Cotporate securities (cost $8,991) 5,400
$139.589

NOTE C - SUBORDINATED NOTE PAYABLE

A note in the amount of $4,100,000 is subordinated to the claims of general creditors under a

- subordinated loan agreement for equity capital with the State of Israel, and pursuant to an amendment
effective January 1, 2003, is due to mature on December 31, 2005. Interest is calculated at the six-
month average negotiable certificate of deposit rate plus 25 basis points.

The subordinated borrowing is covered by an agreement approved by the National Association of
Secutities Dealers, Inc. and is thus available in computing net capital under the Securities and Exchange
Commission’s Uniform Net Capital Rule. To the extent that such botrowing is required for the
Company’s continued compliance with minimum net capital requirements, it may not be repaid.

As the note carries a floating market rate of interest, carrying value approximates fair value.




Development Corporation for Israel
NOTES TO STATEMENT OF FINANCIAL CONDITION (continued)

December 31, 2003

NOTE D - LITIGATION

In the ordinary course of business the Company is subject to litigation. Various lawsuits, claims and
proceedings of a nature normal to its business are pending against the Company. Such matters relate to
labor grievances and arbitration under a collective bargaining agreement with the union and the
Company. The Company, after consultation with legal counsel, believes that the allegations are without
merit and that the outcome of these lawsuits will not have a material adverse effect on its earnings, cash
flow or financial position.

NOTE E - COMMITMENTS

The Company leases sales and administrative offices under long-term lease agreements. The lease
petiods range from one to twelve years.

Minimum rental payments under noncancelable leases are approximately:

Year Amount
2004 $ 2,086,183
2005 1,683,422
- 2006 1,455,192
2007 1,298,225
2008 1,206,100
2009 and thereafter 7.796.434

$15,525.556




Development Corporation for Israel
NOTES TO STATEMENT OF FINANCIAL CONDITION (continued)

December 31, 2003

NOTE F - FURNITURE, EQUIPMENT AND LEASEHOLD IMPROVEMENTS

Furniture, equipment and leasehold improvements consist of the following at December 31, 2003:

Useful life

{in years)
Computer equipment and software 3 $ 2,683,523
Furniture and fixtures 5 265,432
Leasehold improvements 12 1,563470
4,512,425

Less accumulated depreciation and

amortization ’ (2.355,076)
$.2.157,349

Included in leasehold improvements is an alteration lease allowance from the landlord to the Company
amounting to $1,000,000 for the New York office lease. The leasehold improvement purchases that
have been charged against this allowance have been capitalized by the Company and will be amortized
over the life of the lease. At December 31, 2003, a corresponding deferred liability in the amount of
$951,724, net of amortization is included on the statement of financial condition in “Accounts payable,
accrued expenses and other liabilities.”

NOTE G - RELATED PARTIES

The State of Istacl funds the operating costs of a foreign affiliate through the Company as Paying Agent.
For 2003, funding of this foreign affiliate amounted to approximately $2,050,000.

‘Pursuant to vatious underwriting agreements, the State of Istael reimburses the Company for certain
operating costs.

NOTE H - EMPLOYER RETIREMENT PLANS
The Company has noncontributory defined benefit pension plans covering substantially all employees.

The Company’s funding policy is to make annual contributions of at least the minimum contribution
requirement described under section 412 of the Internal Revenue Code.



Development Corporation for Israel

NOTES TO STATEMENT OF FINANCIAL CONDITION (continued)

December 31, 2003

NOTE H (continued)

The following table sets forth the funded status and amounts recognized in the Company’s statement of
financial condition at December 31, 2003, for the defined benefit pension plans:

Accumulated benefit obligation $14,300,084
Plan assets at fair value, consisting primarily of listed

stocks, bonds and securities of the State of Israel 14,561,520
Funded status $_201.436
Prepaid pension cost $.2361,881

The Company utilized a 6.5% discount rate, a 5.5% lump sum/annuity conversion rate and a 3.75% rate
of increase in future compensation levels in determining the actuarial present value of the projected
benefit obligation. The expected long-term rate of return on assets for 2003 is 8.0%.

The Company amended its defined benefit pension plans and 401(k) Savings Plan effective May 1, 1997.
The revised Pension and Savings Program included changes to the defined benefit pension plans, which
separated the plans into two components. Certain employees had the choice of continuing to receive
benefits under the provisions of the existing plans (the Old Plan component) or begin receiving benefits

~ under the provisions of the Cash Balance Plan (the Cash Balance component). Eligible employees who
chose to participate in the Cash Balance Plan also were eligible to receive employer matching
contributions in the 401(k) Savings Plan.

For those eligible employees in the Cash Balance Plan, the Company calculated the “opening balance”
based on the higher of two benefit amounts as defined in this plan. At the end of each year, each
participant receives a credit equal to 4% of his or her eligible compensation, plus interest at the crediting
rate on the total balance as of the end of the preceding year.

All eligible employees are entitled to contribute from 1% to 30% of their annual eligible compensation,
up to the Internal Revenue Service limit, on a pretax basis to the 401(k) Savings Plan. The Company
matches the contributions of those employees who are participating in the Cash Balance Plan and the
Old Plan. For participants in the Cash Balance Plan, the amount of the Company match is up to 3% of
compensation, at §1.00 for each dollar contributed. For participants in the Old Plan, the Company will
contribute at §1.00 for each dollar contributed for employees who contribute 1% of their compensation
to the Plan.




Development Corporation for Istrael
NOTES TO STATEMENT OF FINANCIAL CONDITION (continued)

December 31, 2003

NOTE I- NET CAPITAL

Pursuant to the net capital provisions of Rule 15¢3-1 of the Securities and Exchange Commission’s
(“SEC”) Uniform Net Capital Rule, the Company is required to maintain minimum net capital. The
Company has elected to use the alternative method, permitted by Rule 15¢3-1, which requires that the
Company maintain minimum net capital, as defined, equal to the greater of $250,000 or 2% of aggregate
debit balances arising from customer transactions. At December 31, 2003, the Company had net capital
of $1,206,645, which exceeded net capital requirements of $250,000 by $956,645.

In the normal course of its operations, the Company receives checks from investors payable to the State
of Israel to purchase the Bonds. The Company transmits the checks received to the State of Israel’s
fiscal agent. Accordingly, the Company is subject to the computation for reserve requirements for
broker-dealers under Rule 15¢3-3. At December 31, 2003, the Company did not have any credits or
debits under the reserve requirement computation. The Company maintains a reserve bank account
under Rule 15¢3-3 with a $1,000 deposit.

NOTE J - CONCENTRATION OF CREDIT RISK
The Company maintains its cash balances in several financial institutions. Certain account balances may
not be covered by the FDIC, while other accounts, at times, may exceed federally insured limits. The
Company believes that the risk is not significant.

NOTE K - DEFERRED INCOME TAXES
Deferred income taxes reflect the impact of temporary differences between the amounts of assets and

liabilities recorded for financial reporting purposes and such amounts as measured in accordance with
tax laws. The items, which comprise deferred income taxes as of December 31, 2003, are as follows:

Prepaid pension cost $(945,000)
Accruals . - 188,000
Depreciation (49,000)
Other 61,500

Deferred income taxes payable $(744,500)
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INDEPENDENT AUDITORS’ REPORT
ON INTERNAL CONTROL REQUIRED BY
SEC RULE 17a-5
DEVELOPMENT CORPORATION FOR ISRAEL

December 31, 2003




Grant Thornton %

Accountants and Business Advisors

INDEPENDENT AUDITORS’ SUPPLEMENTARY
REPORT ON INTERNAL ACCOUNTING CONTROL

To the Board of Directors of
Development Corporation for Israel

In planning and petforming our audit of the financial statements and supplemental information of
Development Corporation for Israel (the “Company”) for the year ended December 31, 2003, we
considered its internal control, including control activities for safeguarding securities, in order to determine
our auditing procedures for the purpose of expressing our opinion on the financial statements and not to
provide assurance on internal control.

Also, as required by rule 17a-5(g)(1) of the Securities and Exchange Commission (“SEC”), we have made a
study of the practices and procedures followed by the Company including tests of such practices and
procedures that we considered relevant to the objectives stated in rule 17a-5(g) in making the periodic
computations of aggregate debits and net capital under rule 17a-3(a)(11). Because the Company does not
carry secutities accounts for customers ot perform custodial functions relating to customer securities, we did
not review the practices and procedures followed by the Company in any of the following:

1. Making the quarterly securities examinations, counts, verifications and comparisons.

2. Recordation of differences tequired by rule 17a-13. '

3. Complying with the requirements for prompt payment for securities under Section 8 of Federal Reserve
Regulation T of the Board of Governots of the Federal Reserve System.

4. Obuaining and maintaining physical possession or control of all fully paid and excess margin securities of
customers required by Rule 15¢3-3.

The management of the Company is responsible for establishing and maintaining internal control and the
practices and procedures referred to in the preceding paragraph. In fulfilling this responsibility, estimates
and judgments by management are required to assess the expected benefits and related costs of controls and
of the practices and procedures referred to in the preceding paragraph and to assess whether those practices
and procedures can be expected to achieve the SEC’s above-mentioned objectives. Two of the objectives

60 Broad Street

New York, NY 10004

T 212.422.1000

F 2124220144
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of internal control and the practices and procedutes are to provide management with reasonable but not
absolute assurance that assets for which the Company has responsibility ate safeguarded against loss from
unauthorized use or disposition and that transactions are executed in accordance with management’s
authorization and recorded propetly to permit the preparation of financial statements in conformity with
accounting principles generally accepted in the United States of America. Rule 17a-5(g) lists additional
objectives of the practices and procedures listed in the preceding paragraph.

Because of inherent limitations in internal control or the practices and procedures referred to above, errors
ot fraud may occur and not be detected. Also, projection of any evaluation of them to future periods is
subject to the risk that they may become inadequate because of changes in conditions or that the
effectiveness of their design and operation may deteriorate.

Our consideration of internal control would not necessarily disclose all matters in internal control that might
be material weaknesses under standards established by the American Institute of Certified Public
Accountants. A matetial weakness is a condition in which the design or operation of the specific internal
control components does not teduce to a relatively low level the risk that errors or fraud in amounts that
would be material in relation to the financial statements being audited may occur and not be detected within
a timely period by employees in the normal course of performing their assigned functions. However, we
noted no matters involving the internal control, including control activitdes for safeguarding securities, that
we consider to be material weaknesses as defined above.

We understand that practices and procedures that accomplish the objectives referred to in the second
paragraph of this report are considered by the SEC to be adequate for its purposes in accordance with the
Securites Exchange Act of 1934 and related regulations, and that practices and procedures that do not

~accomplish such objectives in all material respects indicate a material inadequacy for such purposes. Based
on this understanding and on our study, we believe that the Company’s practices and procedures were
adequate at December 31, 2003, to meet the SEC’s objectives.

This report is intended solely for the use of the Board of Directors, management, the SEC, the National
Association of Securities Dealers, Inc. and other tegulatory agencies that rely on rule 17a-5(g) under the
Securities Exchange Act of 1934 in their regulation of registered brokers and dealers, and should not be
used by anyone other than these specified parties.

sy Thodon. LLF

New York, New York .
January 27, 2004
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